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OREGON BUSINESS «= NOVEMBER 


Compared with 
October 1942 November 1941 








sank Debits (daily average) +13.0% +-44.3 % 
Retail Sales (daily average) — 0.5 +: 24.1 
Building Permits = $2.2 — 59.4 
Lumber Production (weekly average) V — 9.5 — 0.1 
Ordinary Life Insurance Sales — 11.4 — 27.4 
Gasoline Sales + 3.9 ae 1Lef 
| Business Failures +-.95,0 — 16.4 


1/ Western Oregon and Western Washington 








(See pp. 5-7 for comment and indexes for 12 Oregon Trade Areas) 





FIRE INSURANCE STOCKS AS A PURCHASING-POWER HEDGE 
O. K. Burrell, Professor of Business Administration 


Even before the outbreak of the war many individual and institutional 
investors were apprehensive concerning the probable impact of a sharply rising 
price level upon the purcnasing power of investment income. A complex of forves 
| seemed to thoughtful investors to make inevitable a significant rise in the 

price level with consequent impairment of the purchasing power of income from 
investment funds. It is not appropriate to discuss or evaluate these forces here, 
It is sufficient perhaps to say that they had to do with unbalanced budgets, 
monetary controls that appeared to be designed to expand credit but never to con- 
tract it, the rising power of labor and agriculture, and the like, The inflation 
experience of other countries in the years following World War I lends emphasis 
to the fear of impairment of the purchasing power of fixed incomes, 


This brief study is not concerned with the probablility of impairment of 
real investment income through price changes. Neither is it concerned with an 
evaluation of all possible methods of hedging against violent price ohanges. It 
| 0 is concerned only with the canmmon stocks of fire insurance companies as a possible 
- ep hedge against changes in the price level, based on the performance of a 
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representative list of fire insurance stocks in the period 1925-42, This period 
was selected because it began and ended in about the same stage of the business 


cycle. 


It is to be emphasized that the past performance of such a group of securi- 
ties is not a guarantee of future performance. There are obviously many sub- 
jective and intangible factors to be weighed in arriving at a decision on the 
investment merits of insurance stocks. Consideration of such matters as tax 
vulnerability, competition of mutual companies, antitrust stat‘ttes; ind many 
others have to be considered. Nevertheless, past performance is not unimportant 
and is no more to be ignored than are the factors that bear on the future of 
the companies. 


Claimed Advantages of Fire Stocks as a Purchasing-Power Hedge. The fire 
insurance business 18 one that is not videly.wderstood, A fire insurance 
company has some resemblance to an investment trust in that income from invest- 
ments constitutes an important element in total income, The investment funds 
are obtained from stockholders’ original investment and from prepaid premiums. 
Fire insurance is commonly sold for a term of years with the entire premium 
paid in advance, The laws under which the companies operate require them to 
set aside the entire advance premium in an “wmearned premium reserve" and to 
take this into income in proportion to the time expired on the policy. But the 
entire cost of placing the policy on the books must be charged to current income. 
This means that in a period of expanding business, the profits of fire insurance 
companies tend to be understated, since in fact a part of the cost of obtaining 
future income is charged to the current year. As a matter of fact insurance 
stock analysts usually adjust the reported earnings of fire companies by adding 
an arbitrary percentage (usually 40 per cent) of the increase in unearned premiums. 











The following specific points are sometimes presented in support of fire 
insurance stocks as an outstanding purchasing-power hedge: 


(1) The fire insurance business is one that expands more or less auto- 
matically with the price level. As valuations increase the coverage 
necessary for protection is likewise increased. 


(2) Fire insurance companies operate with a relatively low labor cost and 
the principal item of cost (commission) is directly proportionate to : 
sales volume, * 


(3) The fire insurance companies have an excellent investment record running 
back over many decades, These companies have not always shown invest- 
ment profits but the average result has been excellent. 4 ‘ 





V Dwisht C. Rose has studied the investment record of the fire insurance com- 
panies for the period 1903-1932 (The Practical Application of Investment : 
Management, Harpers, 1933.) This study not only demonstrates the excellent q 
investment record of these companies but also clearly demonstrates that the 
degree of success is related to the proportion of stock investment rather 
than bond investment. The fire insurance companies that were most. heavily 
committed to stock investment did better genera’ 7 than those aa heavier ‘ 
proportions of bond investments. 
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(4) The earnings of fire insurance companies do not fluctuate as widely 
as the earnings of most industrial corporations and do not make up a 
high percentage on invested capital. This means that fire insurance 
companies are less vulnerable to taxation than if the earnings were 
highly variable. Moreover, the handling of prepaid premiums on a 
reserve basis (as explained above) tends to wmderstate income in 
years of rising business and perhaps to overstate income in years of 
declining business; this is clearly a iavorable tax influence. 


Investmant Record of Fire Insurence Stocks, In order to measure the 
investment performance of fire insurance stocks over the period of the great 
boom of the late twenties, and the great depression of the early thirties, a 
detailed study was made of representative fire stocks over the period January 1925 
to January 1942. This period was chosen because it began and ended at about the 
some stage of the business cycle and particularly because industrial stock prices 
were at nearly the same level at the beginning and end of the period. The general 
procedure was as follows; 





_ (1) From the New York Times record of insurance stock quotations for the 
first market day in Januory 1925 a random selection of insurance stocks 
was made, A few of these companies in 1925 or later acquired an inter- 
est in casualty insurance. However, the strictly casualty companies 
were excluded. | . 


As nearly as possible with a round number of shares, an investment of 
$5,000 was assumed in each stock so selected. 


This theoretical investment fund was then traced up to January 1942.. 
The market value of the fund wos determined as of January of each year, 
and dividend income was calculated for each year through 1941. 


There were many. capital changes to be taken into account. These were 
handled as follows; 


(a) Stock dividends were added to capital rather than included in 
income, In other words stock dividends were shown only as an 
increase in the number of shares held, 

(b) When stock rights were issued, no additional investment was 
made but it was assumed that a portion of the rights were 
sold and the proceeds used to exercise the remaining rights. 
Whatever small balances were left over were added to income. 
In a few cascs companies were taken over or merged with other 
companios on some sort of an exchange-of-stock basis, In 
these cases the stock received in exchange was substituted as 
of the exchange date, 





V/ The Globe and Rutgers Insurance Company wes includod becauso it was the single 
conspicuous failure, This company was heavily involved in the mortgage-guar- 
antee field. While this may appear to be an application of hindsight, it was 
done because of a desire to insure that whatever error was involved would be 
on the side of understatement rather than overstatement. 
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The theoretical fimd as of January 1925 was made up as follows: 
Table I, Original Insurance Fund, January 1925 











Number of shares | Price per share Total _ 
) Ss 5 S87 6 


Ketaa Fire Ins. 


American Alliance : 17 290 
Carolina Ins. 2 ane 39 
Continental Ins. 46 107 
Fidelity-Phenix Fire 3 ae 140 
Franxlin Fire Ins, 33 149 
Glens Falls Ins, | 119 "42 
Globe & Rutgers 3 4 1,140 
Great American Ins, 17 289 
Hanover Fire Ins, — 180 
Home Ins. 7 13 380 
Ins. Co. of North An, 73 . 68 
Milwaukee Mechanics 138 36 
Niagecr. Fire Ins. | 25 195 
North River Ins. 52 95 
Northern Ins. 22 225 
U. S. Fire Ins, 43 116 
Westchester Fire Ins. lll 45 


a 
4,930 
4,992 
4,922 
4,964 
4,917 
4,998 
4,520 
4,913 
4,860 
4,940 
4,964 
4,968 
4,875 
4,940 
4,950 |: 
4,988 
4,995 

$88,572 


The stocks shovm in Table I were then traced through to January 1942. The 
capital valuation as of January of each year and the income for each year were 
determined as indicated above. The annual income and capital value of the fund 
for the period reviewed is shown in Table II. This table also shows the annual 
income as a percentage of original cost and as a porcentage of the value of the 
fund at the beginning of each year, 




















Tablé II. Capital values January of each year and income for years ended December 31 





Per Cent Income 
to Value of Fund 
To Original Fimd | Jan. Each Year 


Fund ) Per Cent Income 
Valueatien Income 











. 103,536.60 


216,681.50 


92,592.60 
56 ,651.59 
106,209.66 
119,370.29 
82 ,243.C0 


104,770,48 
103,150.63 





$88,372.00 


. 99,226.06 - 
200,473,460. 


141,632.50 . 
96, 961,40 - 


82,077.78 


99,568,806 - 





53,917.90 
4,052.50 
4,752,38 
5,663,22 
5,740.98 
5,904.00 
5°733,42 
4,186.30 
3,381.74 
$,524,44 

- 3,971.81 
4,047.70 
4,608.87 
4,540.94 
4,520.41 
4,623,58 
4,711,28 





4.45 
4,58 
5.57 
6.40 
6.49 
6.68 


6.48 — 


4,72 


' 3.82 


3.98 


4.58 
5.21 
5.13 


§.1ll1 , 


5.235 
5.33 





$640 
3.91 
4.78 
2.82 
2.64 
4.16 
9.91 
7.99 
7.51 
6.22 
4.83 
3.81 
3.86 
5.52 
4.52 
4.41 
4.56 








100,987.48 
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The most striking feature of this record is clearly the remarkable stability 


of income. 
1925. 


In only tro years (1953-1934) was the dollar incore less than in 
Even in these two years the decline was slight in dollar terms and, if 


measured in terms of purchasing power, would represent an increase over the pur- 


chasing power of the initial 1925 income, 
about income stability as such, 


fact of income stability from * grotm of conon stocks over -c. highly. mstable 


period, 


There is perhaps nothing remarkable 
If any significance is to be found, it is in the 


The capital value of the fund by contrast was anything but stable. At the 
low point of 1933 the market value of the fund was a little less than one-half 


the 1925 cost. 


The fluctuations in the market value of this insurance stock 


fund were somewhat less violent than the fluctuations in the market values of 


industrial stocks as measured by the Don Jones average. 
tal value of this theoretical fund was distinctly wnstable. 


Nevertheless, the capi- 


It must be emphasized that this record does not justify any blanket recom- 


mendation of insurance stocks as investment media, 


a diversified list of fire insurance stocks offered to the investor able to 
ignore intermediate fluctuations in market values a highly stable and even 


growing income! 


tuations in market values, 


It is clear that in the past 


But not all investors can safely ignore such intermediate fluc- 
Neither is the past a complete guide to the future, 


In any investment situation there are always many nonstatistical factors to be 


considered and weighed. 


sion sufficient to justify the inclusion of insurance stocks in an investment 


| program, 


It does indicate, however, that, wless radical new forces appear, 


This short study does not purport to offer any conclu- 


a diversified list of fire insurance stocks may be expected to produce a stable 


. ond growing income in spite of some fluctuations in capital value. 


General Business, Business activity in general in Oregon, as 


for the eighth consecutive month. 


eed 
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ured by 
debits to accounts of banks throughout the state, increased again in Nov 


October, adjusted for days, and 54.1 per cent higher than November 1941, 
areas show a more rapid rate of business than a year ago except Pendleton, where 

war plant construction at Heppner a year ago led to a high figure for bank debits. 
Percéntage changes by areas were as follows: 


Portland 

Lower Willamette Valley 
Upper Willamette Valley 
North Oregon Coast 
Douglas - Coos Bay 
Southern Oregon 

Upper Columbia River 
Pendleton 

Central Oregon | 
Klamath Falls - Lakeview 
Baker = La Grande 

Burns = Ontario 





October 


Compared with 
1942 


November debits were 15.0 per cent above 


All 


November 1941 
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54.1 
22.8 
27.0 
25.1 
13. 
45.2 
36.5 
3.7 
53.5 
18.6 
21.8 
39.5 
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Retail Sales. Sales of the 597 independent retailers in Oregon who reported 
to the 5an Francisco office of the U. S, Bureau of the Census declined slightly 
in November as compared with October--0.5 per cent, adjusted for days, Sales 
in November were 24,1 per cent higher than in November 1941. For the first eleven 
months of 1942, sales were 10 per cent higher than for the corresponding period 
of last year. . Figures are based upon sales a8 reported, and are not adjusted for 
price changes. 


The only major lines of merchandise to show a substantial change in November 
over October were department stores, motor vehicle dealers, and the lumber- 
puilding-hardware group, with the first enjoying an increase of 12,35 per cent 
and the latter two decreasing 22,8 and 8.8 per cent respectively. Except for 
these two groups, sales in all lines of merchandise in November 1942 were 30 per 
cent or more above November 1941, Percentage changes by lines of merchandise 
(all figures adjusted for days) were as follows: 


Cempared with 
October 1942 November 1941 








Department Stores - = 12.3% | 59.1 % 
Food Stores = OO. + 29.9 
Eating and Drinking Places 49.8 
Drug Stores 7 44.4 
Apparel Stores | 52.5 
Motor Vehicle Dealers 74.8 
Furniture ~ Household « Radio Group 32.2 
Lumber - Building ~- Hardware Group , 5.8 


Sales of independent retailers in Portland were 38 per cent higher in Novem- 
ber and 16 per cent higher for the first eleven months of 1942 than for the same 
periods a year ago. Salem stores gained 18 per cent over November 1941, while 
sales in Eugene resumed their deoline which was interrupted last month, decreasing 
3 per cent undér November 1941 sales, Sales in Astoria and Klamath Falls contin- 
ued to decline, 1 per cent and 12 per cent respectively. Stores in rural areas 
(less than 2,500 population) reported an average gain of 21 per cent, Percentage 
ohangos by aroas (adjusted for days) wore as follows: 


Compared with 
October 1942 November 1941 
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Building Permits. Forty-five Oregon cities issued building permits of 
$691,752 ih S tcaber 1942, a decline of 32.2 per cent as compared with permits 
issued by identical cities in October, The $691,752 total was composed of 
$501,400 of new residential construction, $72, 115 of new non-residential cone 
struction, and $118,537 for additions, alterations, and repairs. Tho only large 
-4tems for the month of November were permits issued for new residential con- 
struction (defense housing) in Portland ($269,250) and Albany ($222,000). 


Total permits issued in November were 59.4 per cent less than those issued 
in November 1941, with new residential construction off 43.1 ner cont, new non- 
residential construction off 88.0 per cent, and additions, alterations, and 
repairs 46.7 per cent less than a year ago, 


. Lumber Production. trebioticn: shipments, end orders received in the West 
Coast (Western Oregon and Western Washington) and Western Pine (Eastern Oregon 
and Eastern Washington) areas were reported by the National Lumber Manufacturers 
Association for the four weeks ending November 28 and the same period a yoar ago 
as follows: 





Novombor 1942 November 1941 % Change 
(M bd. ft.) (Mbd. ft.) 
West Coast | 3 
Production 425 ,903 446 ,306 
Shipments 421,284 402 ,640 
Orders Reccived 456 ,156 598 , 897 
Unfilled Orders <- 847 ,141 476 ,421 
November 28, 1942 and November 29, 1941 | 


Yiostern Fino 


Production 
Shipmonts 

Orders Recoivod 
Unfillod Orders « 


303 ,592 
328,160 
308 ,425 
398,725 


287,295 
325,365 
287,930 . 
244,437 





November 28, 1942 and Novembor 29, 1941 
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